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choke off any possibility of recovery. I want a slow recovery; I 
think we all do. But I don't want one that is so slow that the 
economy ends up turning back down again. So, I'm with Governor 
Teeters. I would support alternative A. 

CHAIRMAN VOLCKER. Mr. Guffey. 

MR. GUFFEY. Thank you, Mr. Chairman. I would opt for 
alternative B, but with the caveat that the [monetary growth] figures 
listed in " B "  would be the maximum we would accept; we'd accept 
somewhat slower growth during the period ahead, if indeed the economy 
or other factors would dictate that. On the other hand, I see no 
reason to raise the lower bound of the federal funds range from 8 to 9 
percent, as suggested under alternative B. I would leave the funds 
range at 8 to 14 percent. In part my feeling about this stems from 
the fact that M-1B is more acceptable to me as an aggregate to measure 
what we should be doing with monetary policy in the period ahead. 
Looking at the quarterly average for M-1B under "B," for example, we 
are still talking about a [quarterly average] rate of I - 3 / 4  percent 
for the fourth quarter, and that is a fairly high rate of growth. 
Anything that would exceed that would be troublesome to me. Just to 
restate my position: I would take "B" but as the maximum; I would 
accept somewhat lower growth if it did indeed come about. I'd leave 
the federal funds rate range at 8 to 14 percent because I don't think 
it makes that much difference. If the rate gets up to around 14 
percent, we ought to be talking; we can do that in a telephone call 
rather than at this time. 

CHAIRMAN VOLCKER. Mr. Balles. 

MR. BALLES. I pretty much share the feelings expressed by 
Governor Wallich and Messrs. Guffey and Morris in that "B" is the 
maximum that I would like to see us go. We are all torn between the 
risk on the one hand of choking off recovery with too great a rise in 
interest rates and the danger on the other hand that we will make no 
significant progress on inflation. My first preference would be to 
lean against the inflation problem a bit harder by what I would call a 
"B-minus." I wouldn't be unhappy if the specifications of "B" were 
reduced somewhat to avoid overshooting for the year as a whole, which 
I think we could come pretty close to given the range of error and how 
things go. Dave Eastburn mentioned 4 - 1 / 4  percent for M-1B. I had 
jotted down 4 - 1 / 2  percent for the August-to-December target. That 
would give us growth of 5.6 percent in M-1B for the year as a whole, 
pretty close to the upper end of the range. I think somewhere between 
"B" and "B-minus" is the lesser of the evils, considering the two 
different evils we have to avoid. 

CHAIRMAN VOLCKER. Mr. Roos. 

MR. ROOS. I would prefer Dave Eastburn's alternative C. I 
would be pleased with John Balles's alternative B-minus. I would 
begrudgingly support alternative B if that's the best we can get. I 
wouldn't go with anything more expansive than that. For those who are 
concerned about higher mortgage rates, if we do anything that would 
imply the possibility of an explosion in the aggregates, I think 
mortgage lenders in response to heightened inflationary expectations 
would increase their rates anyway. If we cut this by having a control 
on aggregate expansion on the down side, if you will, I think we won't 
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get any higher mortgage rates than we would going the other way. And 
we would be consistent with our stated determination to give top 
priority to our concern about future inflation. 

CHAIRMAN VOLCKER. Mr. Baughman. 

MR. BAUGHMAN. Mr. Chairman, I think the target in Mr. 
Eastburn's suggestion is probably the appropriate one. We are at a 
stage where we should make a small move on the discount rate. I have 
the impression that there is something of a last gasp with respect to 
the credibility of the Federal Reserve out there in terms of coming 
within our targets by the fourth quarter. I realize that the ranges 
are such that we probably can't get all [of the aggregates] into them, 
but we have to get some of them in and I would suggest that, for 
whatever reason, those be the important ones. I think Governor 
Gramley is probably right that if we don't come out about there, we 
are going to get more specific instructions [from Congress] on where 
we should come out and we may have less freedom of choice in the 
future. 

CHAIRMAN VOLCKER. Did Governor Gramley say that? 

MR. GRAMLEY. Well, I think I said something a bit different. 

MR. BAUGHMAN. For different reasons. 

CHAIRMAN VOLCKER. I think he had rather the opposite in 
mind. 

MR. BAUGHMAN. He had different reasons, but wound up in the 
same place. I would like to note also that when we reported to our 
board of directors last week on the new Regulation A and what we 
anticipate the guidelines coming along with that will be, we got quite 
a strong negative reaction. They felt it was a significant 
retrenchment in our posture at the window. They have been engaged 
aggressively in the last couple of years in trying to build better 
rapport between the institutions in the District and the Federal 
Reserve and feel they have been making considerable progress. They 
are persuaded that the institutions will see this as a more stringent 
face at the discount window and that they will have lost credibility 
with what they view as their clients in that respect. 

CHAIRMAN VOLCKER. Governor Schultz 

MR. SCHULTZ. I'm delighted to hear that there's so much 
commitment to our targets and that we're going to have the strength to 
make sure we get growth within them. I'm a little surprised to hear 
so many people feel that the fourth quarter is going to be so strong. 
I would remind you that interest rates have already gotten to the 
point where they are having some impact on economic activity. Mr. 
Kichline, for instance, has housing starts for August at 1.4 million 
but then dropping to 1.2 million in September. And that's just with 
mortgage rates where they are right now. I don't know how sensitive 
automobiles are going to be to interest rates, but it seems to me that 
we don't have very much chance of a big strong recovery in the fourth 
quarter, yet that is what I hear influencing the [policy preferences] 
around the table. I'm afraid that alternative B or something even 
more conservative than that risks putting us in a more difficult 
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position than a path that is a bit more expansive. I don't want to go 
to alternative A; that may put us in some danger of going out of the 
range on the upper end. But, you know, New York may be right one of 
these days. I'm afraid that if we go to "B" or something even more 
conservative than that, we may get ourselves in the difficult position 
of having to be too expansive in the fourth quarter. And we will get 
this stop-start pattern again. With these forecasts being all over 
the lot, I think we're much better off somewhere between "A" and "B," 
which gives us much more flexibility. And I really think it is 
crucial that we retain as much flexibility as we can. So that makes 
more sense to me than anything else. That will give us an opportunity 
to look at September and will give us the kind of flexibility we need 
to get where we want to go through the end of the year. 

CHAIRMAN VOLCKER. Governor Rice. 

MR. RICE. Mr. Chairman, I favor alternative A for the 
reasons set forth by Governors Teeters, Gramley, Partee, and Schultz. 

CHAIRMAN VOLCKER. End of statement? 

MR. RICE. End of statement. 

MR. PARTEE. I didn't support alternative A. 

MR. RICE. I know you didn't, but you gave reasons for 
favoring alternative A. 

CHAIRMAN VOLCKER. Mr. Solomon. 

VICE CHAIRMAN SOLOMON. I'll try to be almost as brief as 
Governor Rice. I think we can best hit the balance we're looking for, 
in terms of both the credibility of policy as perceived by the markets 
and the country on one hand and our concern about aborting the modest 
recovery, by an intermediate solution. I'd like to suggest something 
that isn't too different from what Chuck Partee suggested. I think we 
ought to have borrowing of $700 million, 4-1/4 percent for M-1A. 6-1/2 
percent for M-1B. and 8-3/4 percent for M2. 

CHAIRMAN VOLCKER. What was that last one? 

VICE CHAIRMAN SOLOMON. 8-3/4 percent. Even though I'm 
indifferent on whether we have 8 to 14 percent on the fed funds range 
or the extended one, I think it's unnecessary to extend it, and we may 
be giving some policy signals unintentionally. I don't really see 
much advantage [to changing it]. On balance, I would say we ought to 
stick with 8 to 14 percent. 

Let me say a word about my feelings on credibility. I'm 
sorry to take longer than I intended but [let me say a few] more 
sentences on this. When I talk to people in the markets, they are not 
questioning our credibility or the steadiness of our policy at the 
moment. There is a vast underlying skepticism that we will stick to 
this policy later in the year or early next year, but at the moment I 
think they are impressed. They have seen a very substantial rise in 
interest rates as the aggregates have moved up and they have not seen 
us try to stop that. So I don't think we have a credibility problem 
at the moment. We have the constant suspicion that we will buckle at 
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some point but [market participants] don't feel we have done so or are 
in the process of doing so at this point. If the projections turn out 
to be anywhere close to accurate and we take these intermediate 
targets and and the borrowing level we've talked about, I think we 
will end up with interest rates somewhere in this range in the short 
run. And if necessary, we can tighten up later in the year when the 
pressure comes on. S o  that is what I would [do]. 

CHAIRMAN VOLCKER. That's everybody, isn't it? I confess I 
am a little struck by what seems to me a contrast in some of the 
policy judgments, or aggregates judgments, and what I took to be the 
tone of the earlier discussion, which was highly restrained in terms 
of a forecast of ebullience in the business world and somewhat 
skeptical of full faith in short-term movements in the aggregates. I 
approach this with a feeling of some concern about [how we will] come 
out of this meeting right at this stage. We've had a very high 
August, to be sure. We've had several months that were very high, but 
August was particularly high. There is some hope that September will 
show a leveling and a possible turn in the business situation. I 
think it's probably [going to be1 a real turn, if a real turn 
encompasses the idea of a W, with a rather weak middle of the W. 

I was somewhat concerned that we would come out and say, in 
effect, that we're throwing down the gauntlet and that we would make 
damn sure that we would meet our targets in a very acceptable way and 
take all the risks on the side of interest rates and the economy. I 
think that's a real implication of "B." I don't think we can in 
honesty adopt "B" without saying: Okay, beginning tomorrow or 
whenever we will go out and in effect force interest rates up. And I 
would have great reservations about that kind of approach. On the 
other hand, I don't feel quite comfortable with "A, given the way 
those charts look, particularly the M-1B chart, which a number of 
other people have mentioned. I think Governor Partee's comments are 
correct. We look at these as targets--and God knows what's going to 
happen--but we haven't got the short-term control mechanism that 
guarantees we're going to meet the targets. That much has been 
demonstrated by recent experience. But we do bias the [decision in an 
effort to meet the targets]. I would pick up in Governor Partee's 
comment, which has been seconded by the comments of a number of 
others, that the best thing we can do is to aim someplace in between 
"A" and "B. II I think that's consistent with not taking much of an 
overt step at the moment. We'll see how the money supply figures 
develop. That may be as early as when we get a revision in the 
preliminary [M-lA] figure. But certainly we keep getting surprised by 
these [numbers] in one direction or another as time passes. I don't 
know what projection is right. But if the number comes out high, I 
think any of these alternatives imply that [market conditions] could 
get tighter and borrowing would go up. If it comes out as favorably 
as New York suggests, I suppose it would go the other way. If it 
comes out as favorably as New York suggests, it probably means a 
weaker business picture than many people have in mind and we might get 
a rally in the markets. In those circumstances, with that kind of 
aggregates picture, I'm not sure that would be undesirable. 

So, consistent with what a number of people have said, but 
certainly not everybody, I would play it neutrally at the moment. 
That's what we did last time. It lasted for about two days until the 
money supply figure came out high Iunintelligiblel. I hope another $9 
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billion increase doesn't come along and throw us off course quite so 
quickly as last time. But [ongoing developments] are what we would be 
guided by to a considerable extent. I don't know what neutrality 
means precisely, given this borrowing discussion we just had. I 
believe you've assumed $800 million with alternative B, Steve, and 
that seems to me low if we really wanted to get to alternative B. 

MR. WINN(?). Don't we have to have a discount rate 
assumption, though, to make that borrowing assumption? 

MR. AXILROD. We assume the present discount rate. 

CHAIRMAN VOLCKER. Well, at the moment, we assume the present 
discount rate. That doesn't say the discount rate wouldn't go up if 
the funds rate moved significantly higher. Presumably, we would 
maintain some relationship [between them]. I'm not saying the present 
relationship is all that bad--I don't think it is all that bad--but if 
[the spread1 got substantially wider, the discount rate question would 
certainly arise. As I say, I don't quite know what neutrality is. I 
think a figure as high as $800 million or perhaps $700 to $800 million 
or someplace in that area might be consistent with neutrality in the 
short run. In that way I am picking up something Steve associated 
more with "B" than with "A." But in terms of the targets, this 
implies amid all the uncertainty a change in trend, and if there's 
anything to the longer range interest rate forecast, I'm not sure we 
want to go quite that far. By the longer range interest rate forecast 
I'm talking about the quarter. That's not a very long range, but it's 
beyond the next two weeks. I don't know what it really does imply; we 
have these different estimates. 

MR. AXILROD. I might add, Mr. Chairman, that when we were 
writing "B," which was Friday afternoon, we were not aware that banks 
were going to be quite as willing borrowers as they were. 

CHAIRMAN VOLCKER. Well, I'm obviously affected by the most 
recent evidence, which may be false evidence. But it sounds to me as 
though right at the moment anyway a little higher level of borrowing-- 

MR. PARTEE. It's very temporary, I think. 

CHAIRMAN VOLCKER. Well, there's some evidence for it. I 
don't think it's just a phenomenon this week. What are those 
borrowing figures in the recent week? You just had them. 

MR. SCHULTZ. But they are going to be distorted by Labor 
Day, I think. 

MR. AXILROD. The borrowing has run-- 

CHAIRMAN VOLCKER. It was over $1 billion in the week of 
September 3 and I don't remember what the funds rate was then. 

MR. AXILROD. It was 10-1/2 percent and then it dropped to 
10.22 percent and borrowing to around $600 million. 

CHAIRMAN VOLCKER. My impression is that, more often than 
not, these borrowing figures have been higher than what we normally 
associate with the equivalent federal funds rate. 
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MR. AXILROD. That's right. 

CHAIRMAN VOLCKER. But obviously there's an area of 
uncertainty. 

VICE CHAIRMAN SOLOMON. Mr. Chairman, may I make a 
suggestion, building on what you've said? If we go for what you call 
a "neutral" or what some of us have called an "intermediate" solution, 
we might take a leaf out of what we did earlier in the year but on the 
opposite side. We might say that if the aggregates come in somewhat 
lower than the intermediate targets, we won't adjust the reserve path 
accordingly but would accept that. 

CHAIRMAN VOLCKER. [We wouldn't adjust the path] quite so 
quickly anyway. 

VICE CHAIRMAN SOLOMON. [Yes, not] quite so quickly. We 
would accept them. So if the opportunity offers itself, we'd err on 
the side of not pushing in reserves. 

MR. WALLICH. Do you mean that we should then reduce the 
nonborrowed reserve path or not reduce it? If the aggregates are 
weak, I think the analogue to our earlier action would be to reduce 
the path. 

VICE CHAIRMAN SOLOMON. That's right. 

SPEAKER(?). That's what he said. 

MR. PARTEE. Without limit? That's rather wide open; it 
could mean zero, -5, -10. 

VICE CHAIRMAN SOLOMON. No, it brings us out to somewhere 
[unintelligible] than if in that situation we had put in "B." 

M R .  MORRIS. We would be tolerant of errors on the lower 
side. That's-- 

MR. PARTEE. Remember, we did say last October and throughout 
the next several meetings--as I recall, the number was 4-1/2 percent-- 
"or somewhat less." But it was only somewhat less; if it were 
significantly less, we would move against it. 

CHAIRMAN VOLCKER. Well, we obviously have some difference of 
opinion and I am proposing that we come out someplace in between. 
These numbers do not lend themselves to easy averaging without coming 
up with rather small fractions. And when we get down to the last 
quarter, I think it becomes fairly irrelevant. We have heard two 
averaging proposals. Mr. Solomon was a 1/4 percentage point higher 
than M r .  Partee on two of the numbers. Have we ever used a number 
with 1/4 for a period this long? 

MR. ALTMA". I don't recall that we have; I'm not sure. 
Steve might know. 

MR. GRAMLEY. May I ask, Mr. Chairman, to what specific 
periods M r .  Solomon's and Governor Partee's numbers refer? I wasn't 
quite sure. August-December? 
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SPEAKER(?). August-December. 

CHAIRMAN VOLCKER. I think we‘re all talking about the 
August-December figures. 

MR. PARTEE. No, mine is September-December. 

MR. GRAMLEY. No, Governor Partee says his was September to 
December. 

MR. PARTEE. The base month is August and the last month is 
December. That means we’re talking about- 

CHAIRMAN VOLCKER. I assume we’re all talking about the same 
[period as in the Bluebook alternatives], which is August to December. 

MR. BLACK. Mr. Chairman, I think a very good case can be 
made for using quarterly averages for two reasons. One is that our 
targets are set in terms of quarterly averages, and the second is that 
the figures look a little better in a sense. If, for example, we were 
to hit the 5-1/4 percent midpoint that we originally had, it would 
require a rate of growth in M-1B of only 3 percent between August and 
December. But it would require 4.9 percent between the third and the 
fourth quarters because August was very high. If we take the 5-3/4 
percent midpoint that we talked about earlier, that would involve 4.8 
percent growth between August and December but 6.8 percent between the 
third and the fourth quarters. That is, what I’m doing is assuming a 
steady progression from August to December. 

CHAIRMAN VOLCKER. I’m not sure what the significance of that 
is. 

MR. BLACK. Well, we set our targets in quarterly figures. 

CHAIRMAN VOLCKER. We set the annual targets that way, but-- 

MR. BLACK. Yes, but it’s difficult to know what to do with 
August to December because we don‘t know what the configuration of the 
last quarter will be. And the figures I use just assume an equal 
progression. 

seems to me a lot more convenient operationally to talk about a 
monthly target than a quarterly target that is so much affected by 
what has already happened. 

CHAIRMAN VOLCKER. I’ll let Mr. Axilrod comment. But it 

MR. AXILROD. We tried to blend this in some sense by having 
the operational target go from month to month, but trying to get it so 
that it results in the quarter-over-quarter growth that the Committee 
wants. 

CHAIRMAN VOLCKER. Obviously, one can express it either way. 

MR. AXILROD. In general I have a little trouble with the 
quarterly average because if one took that quarterly average extremely 
seriously, whatever we put in there for the fourth quarter implies one 
real wrench to hit it. If we go off [target] very early in the 
quarter--if the pattern month to month varies from what we have in 
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here--in the last part of the quarter we really have to wrench it 
around to hit the target. It is true that the quarter over quarter 
will vary, but it makes for a much more orderly procedure in relation 
to markets to do it that way. 

CHAIRMAN VOLCKER. And we're stuck, unless we make an extreme 
assumption, with the fact that the quarterly jump is going to be 
fairly sizable because August went way up. Even if growth is level 
from now on, we'd get an increase of some magnitude in the fourth 
quarter. That's a fact of life. But if we were concentrating solely 
on quarterly figures--while mechanically we can rationalize one with 
the other--1 think we'd tend to get more abrupt changes than we really 
contemplated in setting the target. 

MR. BLACK. But that assumes we don't do anything about a 
bulge that appeared early. Then we'd have to wrench it later. But if 
we take action promptly, we don't necessarily have to wrench it later. 

MS. TEETERS. But we have taken action. After all, bill 
rates are up quite a bit. 

M R .  BLACK. I'm talking about in the future, Nancy. My 
personal feeling is that we're not going to have as much upward 
pressure on rates as people think because I don't see that much 
strength in the economy. But that's a guess. We really can't 
forecast that with any degree of certainty. 

CHAIRMAN VOLCKER. Well, if we took these--if I may so term 
them--more hawkish views and if we were honest with ourselves given 
the range of probabilities, we would be saying that we've got to go 
out this week and take a rather overt step to tighten up the market. 
That may not be necessary, for sure. That's what we don't know. Now, 
[doing] that may turn out to be wrong if the economy is very weak, and 
we might have to retrace the step. And that's one of the things that 
I think we would be better advised to avoid. 

MR. GUFFEY. There's an alternative for that, Mr. Chairman, 
is there not? [We could adopt] the alternative B [growth] rates and 
drop the borrowing assumption from $800 million to perhaps $700 
million, thus increasing the nonborrowed reserves to make up the 
total. 
necessarily. 
to the aggregates. 

That would not push up interest rates early in the period 
It would give us a bit of time to view what is happening 

CHAIRMAN VOLCKER. I may just be talking about a gut feeling, 
but I tend to share the view that Steve first expressed: That if 
there's a risk here, it's going to be on the high side rather than the 
low side. I'm just going by recent experience; that's the way it has 
been. That could well be wrong. I have no problem with starting Out 
with $700 million or something in that range. But I do have a feeling 
that starting out in that range and putting a lot of weight on [growth 
rates] as low as those in "B" may delay for two weeks what you're 
talking about. I think the odds are that at some point we're going to 
have to put [interest rates] up quite overtly and strongly. We may 
have to do that even if we went with "A." If we went to an "A+" we 
might have to do it. I can't guarantee [anything]. All I'm saying is 
that we have a stronger case if [growth in the aggregates] did get 
high. Obviously the higher the monetary numbers are, the more 
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protection one has in a sense--the more explanation one has for why 
the market is reacting the way it has and why we have reacted the way 
we have under those circumstances. I don't think we have much 
[protectionl 
which is what the staff is projecting. And I hope that's what it is. 
But we're also demanding that October and November be [almost] though 
not quite as flat. obviously there's an arithmetic difference between 
these, and the way one falls in the spectrum is what we're talking 
about. But I would want a little more justification, in terms of the 
aggregates, for the kind of interest rates some of you are talking 
about before I saw those interest rates in the market. We are talking 
about an M-1B that I quite agree is a little higher than I'd like to 
see ideally. Just rationalizing, M-1A doesn't look so bad under these 
alternatives. M2 we think is going to be a little high. There's not 
much we can do about it. M3 is a little higher than I'd like to see 
it. But just weighing the risks, and against the background of the 
business [conditions] discussion that we had, I would like to have a 
little more evidence that the aggregates are fully running in excess 
of reasonable targets before very overt moves are forced. That's what 
it comes down to. Mr. Corrigan, did you comment? You didn't. 

if we're demanding that September be practically flat, 

MR. CORRIGAN. Since I got penalized for my double-dipping 
before-- 

CHAIRMAN VOLCKER. I thought I counted and we had everybody. 

MR. PARTEE. Well, you thought he'd used up his turn. 

CHAIRMAN VOLCKER. Did I miss anybody else? 

MR. BLACK. I didn't say anything, Mr. Chairman, but I will-- 

CHAIRMAN VOLCKER. I'm sorry. I deprived all our double- 
dippers. 1 added up wrong. There are more people here than I 
thought. 

MR. CORRIGAN. Well, I'm not sure I can add anything much to 
what has already been said. This is a nasty dilemma. One point that 
hasn't been mentioned, which does loom somewhat large in my mind, is 
the fact that how we end up in 1980 is going to have a bearing on how 
we start 1981 as well. And that at least has led me in the direction 
of "B," but that's not a very powerful feeling at this time because of 
the uncertainty. The other thing that is bothering me about this 
quarter is that it's a quarter in which we are probably going to have 
even more problems with numbers because of all the news reporters and 
everything else. We could be a bit more in the blind than we usually 
are. I just wonder [about that] in terms of the interval we're 
looking at now, if we did something like Mr. Solomon has suggested in 
the very near term. If we do get continued rapid [monetary] growth in 
September and early October, I think the credibility issue will become 
very real. Market rates are going to move up anyway, and we'll have 
the worst of both worlds. Maybe there is a middle ground: Perhaps in 
the context of something like M r .  Solomon has suggested, the quarter 
as a whole could be looked at again at the next meeting and we could 
operate more with an eye on the next month until we see where we are. 

VICE CHAIRMAN SOLOMON. That's what we've been doing the last 
few months, in effect. 
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MR. CORRIGAN. I think that's right. But as I would look at 
it, I tend to think we're at or near a pretty critical crossroads. 
All I'm suggesting, within the framework of some sort of compromise, 
is that maybe we can get September under our belt and keep a little 
more open position on the fourth quarter until we see where September 
comes out. That's because if September [growth] really is modest, I 
don't think we're necessarily talking about the kinds of pressures 
that people are so concerned about and that I'd be concerned about. 

CHAIRMAN VOLCKER. Mr. Black. 

MR. BLACK. M r .  Chairman, I really made my main point. I 
come out around "C," [which some speakers have proposed]. The main 
point I want to get across is that there's a lot of repetition in 
these figures. And if we say we want to hit that midpoint of 5-1/4 
percent, for August to December that translates to about 3 percent but 
for the third quarter to the fourth quarter it's a great deal more 
than that, about 4.9 percent. That doesn't sound so bad. 

MR. PARTEE. You're talking about M-1B. Bob? 

MR. BLACK. Yes, M-1B. And if we hit the 5-3/4 percent 
midpoint, that would give us a quarterly growth rate of 6.8 percent, 
which sounds fairly high. But that translates into growth from August 
to December of 4.8 percent if you assume equal [monthly] increments. 

MR. PARTEE. All you're saying is that August is a big month. 

MR. BLACK. That's what it amounts to. And I'm saying that 
without much growth, because August was so high, we can get a good 
quarterly growth rate with figures that look scandalously low on an 
August-to-December basis. That's the point I wanted to get across. 

MR. PARTEE. You still have a [unintelligible]. 

CHAIRMAN VOLCKER. I think that's right, but you're playing 
with arithmetic in a sense. The question is what we want to do in a 
substantive sense. 

MR. BLACK. The other point I was going to make is about 
credibility. If [monetary growth] comes in as high as a lot of people 
expect, I think we're going to have a pretty serious problem. We may 
have not only high inflation but high interest rates as well. Whereas 
if we [hit our target], I think we're going to see some effects on 
inflation and we may end up just with higher rates, without as much 
inflation. But this route is going to give us both. 

MS. TEETERS. How would you formulate this to make it a 
neutral policy until the next FOMC meeting? 
neutral policy for the next month? 

What numbers would fit a 

MR. MORRIS. What do you mean by neutral policy--no change in 
interest rates? 

MS. TEETERS. NO. I'm just saying that I would like to see 
things rather calm until we have a better idea of what is going on out 
there. I agree with Jerry: Things are too uncertain to try to set a 
policy at this point that's going to carry us through December. So, 
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if we could find some way to wait a month without rocking the boat in 
any way and get a little better idea as to whether some of these 
[developments] are real or transitory, that would be the wise thing to 
do. 

MR. PARTEE. Well, I sort of disagree with Jerry. We're 
trying to set a target path that we think is acceptable. If the 
numbers come in high, then markets are going to have to tighten; and 
if the numbers come in low, markets are going to have to ease. It's a 
target concept rather than a projection concept that we should think 
about when we're specifying these. So I don't see why we can't state, 
as suggested in the Bluebook, the target growth rate we would like to 
see for the last four months of the year. 

CHAIRMAN VOLCKER. My comment about neutrality relates to how 
we come out of this meeting right now, not for the next month. I 
don't think we can ignore what is happening to the money supply for 
the next month. As I said, we take a chance whatever target we set. 
If next week's figure comes out to something like a reduction of $1- 
1/2 billion it doesn't apply to anything we have said here. But if it 
comes out significantly different from that, we're already beginning 
to diverge under any of these targets. I guess one can argue it any 
way. My particular problem is that I think ["B"] is a bit unrealistic 
--that may not be a good word because anything can happen, including 
the New York projections, in which case it wouldn't be at all 
unrealistic--taking the broad range of probabilities. We probably 
wouldn't be neutral coming out of this meeting with alternative B. 

MR. WALLICH. Neutrality has many meanings. 

CHAIRMAN VOLCKER. I talked abut neutrality with a very 
particular meaning: What is the level of borrowings that we start off 
this track on, recognizing that it will change if within the week 
these figures begin deviating substantially from whatever target we 
set. 

MR. WALLICH. That's really the old funds rate technique in 
an aggregates version. That is, we immediately allow the funds rate 
to respond to any change in the aggregates. 

CHAIRMAN VOLCKER. we would be allowing the borrowings to 
respond, that's right. I don't know any way of running this technique 
without having a--. Well, let me put the question to you. Do we have 
a conclusion for somewhere between "A" and "B"? I will leave for 
later exactly how to compromise those numbers. Does a borrowing level 
of $750 million, just to take the midpoint of some that have been 
mentioned, and something in between "A" and "B" attract a spectrum of 
support? 

MR. ALTMA". People could raise their hands. 

CHAIRMAN VOLCKER. I guess so. 

MR. GRAMLEY. What aggregates would you associate with this? 

CHAIRMAN VOLCKER. Between "A" and "B." 
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MR. GRAMLEY. If you start out with "A" and then go halfway 
between that and "B," that's $700 million on borrowing. To go a 
little further to $750 million--another $50 million in borrowing-- 
means it's so close to "B" that I am getting very uncomfortable. I'm 
not at all sure that we might not end up with 14-1/2 percent mortgage 
interest rates on average in the fourth quarter. And that just seems 
to me to be too big a wrench. 

M R .  ROOS. Mr. Chairman, it seems to me on the basis of the 
opinions that were expressed that the compromise would really be 
[halfway] between the [midpoints] of "A" and "B" and the midpoint 
between " B "  and [the proposed1 "C." A lot of people expressed an 
opinion of wanting to go further than "B." That would bring us up to 
"B" at the very best in terms of the compromise. 

MR. PARTEE. I think you have to isolate the voting members. 

CHAIRMAN VOLCKER. I would like an expression of general 
opinion on a mid-course between "A" and "B. I' 

VICE CHAIRMAN SOLOMON. Everybody or the voting members? 

M R .  PARTEE. I agree with Lyle's comment, by the way, on the 
borrowing level. I think $750 million is too high. 

CHAIRMAN VOLCKER. The voting members. I said someplace 
between $700 and $800 million. I don't feel I can judge that with any 
accuracy. I'm not so sure that $800 million couldn't turn out ex post 
to imply a little easing. 

M R .  GRAMLEY. I'd agree with you if we could just get the 
sense of it and split it right down the middle between "A" and "B," 
recognizing that we really don't know whether the recent level of 
adjustment borrowing has been unusually high and will stay high or 
whether it will come back down again. If we had that general sense 
without [being precisel-if we took a range for adjustment borrowing 
of $600 to $800 million and gave the Desk and Steve Axilrod some 
flexibility to deal with it depending on what actually happens--1 
could live with that. 

VICE CHAIRMAN SOLOMON. Do you want that much flexibility, 
Peter? 

MR. STERNLIGHT. Well, it's an important part of the 
Committee decision. I wish we were better able to give you guidance 
to know what the relationship of the funds rate and borrowings is. 

CHAIRMAN VOLCKER. You referred to this borrowing level 
before, Steve. Do you just want to repeat what you said? 

M R .  AXILROD. Mr. Chairman, I was assuming that if the 
Committee wanted to start off in a posture where in some rough sense 
the pressures in the money market weren't terribly different from what 
they have been in the last week or two, I would think an average level 
of borrowing of $600 million is way too low. An average level of $800 
million might just about be consistent, given the fact that borrowing 
has been running high in the last week, with not much change in money 
market pressures. If my interpretation of what the Committee means by 
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neutrality to begin with is right--that is, basically money market 
pressures about as they have been, taking everything relevant to that 
into account at least initially--then I would think a number between 
$700 and $800  million would about do it. We would technically write 
down $750 million in the path, but if borrowing were coming in high, 
we'd adjust the nonborrowed reserves down a bit and vice versa. We 
could just as well do that with a $600 to $800 million range. We'd 
write down $700 million and if $750 million looked right, then we'd 
lower nonborrowed reserves in the course of the week. If $650 million 
looked right to give a money market sense as it has been, we'd raise 
them a bit. We can operate with that kind of flexibility, and that 
may be best given this developing uncertainty about what particular 
level of borrowing is '"right. I' 

MR. GUFFEY. Are you making those comments based upon a 
weekly horizon or f o r  the five weeks? 

MR. AXILROD. My memory going back three or four weeks ago-- 
well, I wasn't here but from the discussion I heard--three weeks ago 
there was an expectation of a rather high funds rate, say, around 11 
percent, with borrowing around $400 or $ 5 0 0  million. That didn't 
develop. Banks were much more willing to borrow and the funds rate 
only got up to 10-1/2 percent. We expected this week a funds rate 
between 10-l/2 and 11 percent, closer to 11, with borrowing around 
$750 million. Well, banks very promptly went in and borrowed $1.7 
billion when the funds rate got to around 1 0 - 7 / 8  percent, again 
indicating a greater willingness to borrow. S o ,  therefore, we should 
provide less nonborrowed reserves. I think there is some uncertainty. 
If I had known the level of borrowing on Friday when we wrote the 
Bluebook, I would have raised both the $600 and the $800 million to 
get to the point where "A" was a tick toward ease and "B" a tick 
toward tightening to start with. 

MR. GUFFEY. My question is: If the Committee decided on a 
"B" or "B+" target for the aggregates, would you construct the path 
based upon a borrowing assumption of $750 million for five weeks? 

MR. AXILROD. If the Committee decided on " B , "  no. I would 
assume that borrowing consistent with this discussion of somewhere 
between $600 and $800 million is neutrality. I would assume [for " B " 1  
it would be somewhat above $800 million. 

CHAIRMAN VOLCKER. There's a little confusion, I think, 
because Steve, if I understand it correctly, has changed his mind from 
the time that the Bluebook was written, given the extra week's 
experience of relatively heavy borrowing with relatively less pressure 
on the money market than would have been expected. 

M R .  AXILROD. With uncertainty. 

CHAIRMAN VOLCKER. So I'm taking that into account in my own 
comments. Let me put the issue to you again in a general way. We'd 
have to focus on the borrowing level a bit more precisely and we'd 
have to resolve the fractions even if this proposal for roughly 
halfway between "A" and "B" commanded enough general support. But the 
borrowing level is biased a bit higher than the Bluebook says is 
consistent with those alternatives, based upon the comments that were 
just made. 
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MR. SCHULTZ. You want raised hands on that issue? 

MR. PARTEE. You want preferences or can live with? 

CHAIRMAN VOLCKER. I guess "can live with. 'I 

MR. PARTEE. That was a wise decision, I think. 

MR. ALTMA". Seven, not counting yourself. 

CHAIRMAN VOLCKER. I think it's pretty clear, without going 
through any other exercise, that we're not going to get a larger 
feeling for any other number. Let me just bear in a little more 
closely. Halfway between is literally 4-1/4. 6-5/8, and 8-3/4 percent 
on the aggregates, right? The main difficulty with that, as I see it, 
is the 5/8ths. It looks like a half-size, as they say. 

SPEAKER(?). You're an awfully small person! 

MR. AXILROD(?). M r .  Chairman, the staff [unintelligible1 if 
you adopted 6-1/2 percent [for M-1BI. 

SPEAKER(?). And 8-3/4 percent at least [for M21. 

CHAIRMAN VOLCKER. If we literally wanted to avoid quarters-- 
it would lean a bit toward "B"--I'd take Governor Partee's numbers of 
4. 6-1/2, and 8-1/2 percent. Let me say a word about the funds rate 
range. We're right in the middle of [the current range]. As Tony 
Solomon and some others said, why fiddle around with it at this point? 

SPEAKER(?) . Right. 

CHAIRMAN VOLCKER. I'm inclined to say 4, 6-l/2, and 8-1/2 
percent and $750 million. 
alternative, which I suppose is 4-1 /4 .  6-1/2. and 8-3/4 percent. That 
just puts in quarters. 

But I have no strong argument against the 

VICE CHAIRMAN SOLOMON. I'll go with either 

MR. PARTEE. I don't care. It seems to me that our actual 
experience is usually broad enough that it looks rather funny to be 
putting down quarters as targets. But I would accept the quarters. 

MR. SCHULTZ. I think you're probably right. It looks better 
without the quarters. 
which seemed to be where people wanted to move to a little. 

And those numbers are a bit more conservative, 

CHAIRMAN VOLCKER. That's obviously closer to B. And with a 
$750 borrowing assumption-- 

MS. TEETERS. We could round up instead of down, gentlemen. 

MR. SCHULTZ. I hope we don't lose anybody. 

MR. ROOS. Mr. Chairman, I'm disturbed, not so much even 
about the figures as this: I thought we had agreed, and that all 
thinking that has ever been expressed about targeting aggregates 
[suggests], that we had to set long-term targets and stick with them. 
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Trying to fine-tune, as I think this discussion is demonstrating that 
the majority in this Committee is dedicated to, for 30 days in order 
to have some effect on interest rates I think is a reversion back to 
very thing that we abandoned last October. It makes intelligently 
targeting on aggregate growth and on reserves an impossibility. This 
whole conversation reflects, at least as of this moment, that we've 
thrown in the towel on our noble expressions and intentions of last 
October 6th. We're right back to trying to control interest rates and 
trying to move from moment to moment, which is what has been happening 
in this Committee as long as I've been sitting in these meetings. 
This is where we have gotten into trouble in the past: whenever we've 
been faced with a difficult decision we've always said, in effect, 
let's wait another 30 days or another 60 days. We procrastinate. And 
that is why, I think, we are in the inflationary situation in this 
nation that we find ourselves in today. I apologize for that. 

MR. PARTEE. Larry, we're within the targets. 

MR. SCHULTZ. M r .  ROOS, I don't want to engage in an 
argument, but I think we're doing exactly what we said we were going 
to do on October 6th. If you recall, we announced that the former 
policy had been that we looked at the aggregates and at interest rates 
and we put more emphasis on interest rates; but now the policy was 
going to be that we would look at the aggregates and at interest rates 
but we would put more emphasis on the aggregates. At no time did this 
Committee ever say that interest rates would be ignored. 

MR. ROOS. Fred, we can't do both at the same time and 
accomplish both objectives if they're incompatible. I'm being-- 

MR. SCHULTZ. You'll pardon me if I respectfully disagree. 

MR. PAUTEE. And I would point out, Larry, that we're well 
within the targets that we specified in January and respecified in 
July €or three of four aggregates. M2 is a trifle [above]. But I 
don't think the concept has been violated. 

CHAIRMAN VOLCKER. In the best of all possible worlds, I 
could be lowering these targets just for the sake of imagery. But let 
us not forget that M-lB is obviously specified too low and we chose 
not to change it at midyear. But some of that discrepancy between 
M-1B and M-1A is coming out of savings deposits. We don't know how 
much, but it is. I think we can say unambiguously that it's too low 
relative to what we thought we were setting at the beginning of the 
year. Well, we have a proposal of 4 ,  6-1/2. and 8-1/2 percent, with 
$750 million on borrowing and keeping 8 to 14 percent on the funds 
range. 

MR. GRAMLEY. Do we understand this as halfway between "A" 
and "B" but with the numbers just rounded to 4 percent and so on? 

MR. SCHULTZ. It's a bit more toward "B." 

CHAIRMAN VOLCKER. Let me just raise one further point. It's 
the point that Mr. Solomon raised earlier, which is a point I don't 
think we can quantify. But we have operated before when we were 
either high or low in a way that implied some tolerance for shortfalls 
or overshoots. When we were high we said "or somewhat below," 



9/16/80 -53- 

implying more tolerance for shortfalls. During the summer, in fact 
for two months--maybe we shouldn't have but we did--we said if 
[monetary growth1 comes in high, we will be tolerant of an overshoot. 
I could well see adding a tolerance of an undershoot to some degree 
here. I don't know that we can specify that arithmetically. But what 
we would be saying is that if the numbers come in unexpectedly low-- 
that would mean total reserves were coming in low--we would be slower 
about making any adjustment that might otherwise be made in raising 
the nonborrowed reserve path to make up for the shortfall. That's 
just the opposite of what was done-- 

MS. TEETERS. That is moving very close to "B." You've 
rounded the numbers down and then tolerate shortfalls. 

M R .  PARTEE. I think it's worse than "B" because if what 
we've seen in the economy is a little bubble, we could be very slow to 
have an adjustment to it. We are not out of these ranges. I don't 
see the basis that we had last summer for doing that, when we were 
clearly below the ranges, or last fall when we were very concerned 
about being over the ranges. We are within them. 

M R .  CORRIGAN. Yes, but we don't have much room for error. 
That's my problem. 

MS. TEETERS. That's just a function of being in September 
We've nailed ourselves down on the end of December and that's-- 

M R .  CORRIGAN. Yes, but September to December is a very short 
period in terms of controlling the aggregates. 

CHAIRMAN VOLCKER. No, we haven't got a lot of room. We have 
more room for undershoots in a purely target sense than for 
overshoots. 

MR. PARTEE. But we most recently had a big month, and that's 
the only thing you're saying: That we had a really big month. When 
we had a small April, the shoe was on the other foot and that dropped 
us right below our target ranges. 

CHAIRMAN VOLCKER. But that's when [we did this]; it was 
following that very low month that we adopted the opposite [approach]. 

MR. PARTEE. But we were below the ranges.- 

CHAIRMAN VOLCKER. We were below the ranges. 

MR. MORRIS. But we had a lot more time in April [to reach 
our annual targets] than we have in October. 

MS. TEETERS. The fact that there is an end point to this 
shouldn't be what decides this. We could change the specifications to 
the middle of next year, which I understand the Committee did when it 
had a rolling base. But to over-fight to make it in the last four 
months just for appearance sake, regardless of what happens in the 
real economy, seems to me the epitome of foolishness. 

MR. MORRIS. If we're in a position where we don't think the 
guidelines make sense, I think we ought to change the guidelines. 
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MS. TEETERS. But we‘re within them. 

MR. WALLICH. Yes, but [the aggregates have been growing] at 
higher rates than compatible with the guidelines. And we’re within 
them because we’re making up for a large shortfall. So if we continue 
at this rate of speed, we’re going to overshoot. Our question is 
precisely: Do we want to get back on track by making a slight bend or 
a significant bend in the rate of growth? 

VICE CHAIRMAN SOLOMON. Chuck, my suggestion carries forward 
on what Henry just said. I don’t understand why you say that a very 
minor nuance--that if the opportunity arises, we tolerate an 
undershoot--is worse than alternative B. 

MR. PARTEE. Because it just means that there’s a very lagged 
response to an unexpected weakness in market terns. That’s what it 
means. And I would point out that for these last four months of the 
year we’re talking about growth rates of 4.  6-1/2 and 8-1/2 percent: 
those aren‘t fast. They are within the ranges, I think. 

M R .  WALLICH. You’re not including August? 

MR. PARTEE. No, and I‘m not including April either. August 
is water over the dam and April is water over the dam. We‘re talking 
about the next four months. 

CHAIRMAN VOLCKER. M-1B would be right at the top of the 
range [for this year], I think. 

VICE CHAIRMAN SOLOMON. But Chuck, if there is a weakness in 
the figures, the markets will reflect that. Therefore, we have a 
small delay in not correcting the undershoot but it isn’t as though 
we’re going to be pushing up-- 

MR. PARTEE. But we’ll take out the reserves and that will 
mean that the money supply will be low. And there won‘t be a self- 
correcting operation. 

MR. WALLICH. Even though I would like the consequences of 
that action, I don‘t think it is a good principle. I didn‘t think it 
was a good principle when we did it [when monetary growth was] on the 
way up, so I shouldn’t like it on the way down. It’s really getting 
back to a funds rate target. 

CHAIRMAN VOLCKER. I thought you liked those 

MR. WALLICH. Okay, but [unintelligible] a given rule. Given 
that option, I’m not proposing to go back to that. 

CHAIRMAN VOLCKER. We can always consult, so let’s not make 
that part of the proposal. I, frankly, would be delighted if the 
money supply comes in so weak that it provokes a consultation as to 
what to do about it. We‘ll cross that bridge when and if we come to 
it. 

MR. WALLICH. In that case, wouldn’t it be helpful if we 
raised the lower limit of the funds rate? 
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VICE CHAIRMAN SOLOMON. You don't want to target on the funds 
rate, you just want to raise it! 

CHAIRMAN VOLCKER. I have no great objection to raising the 
lower limit on the funds rate if that's what the Committee wants to 
do. It's not accomplishing anything; I'm persuaded by the point that 
Tony made earlier. But if that's really important to somebody and it 
convinces them to join in this consensus then-- 

MR. AXILROD. Mr. Chairman, the discount rate is 10 percent 
In some sense that's a fairly effective lower limit because if 
[monetary growth1 gets weak enough that borrowing gets to zero-- 

CHAIRMAN VOLCKER. No. I don't think it's very substantive 
whether we-- 

MR. AXILROD. It's going to be a problem for [a funds rate 
of] 8 percent. 

MR. PARTEE. You can bet that long before it got down to 8 
percent we would be consulting. 

CHAIRMAN VOLCKER. For that reason, I'm not disturbed by 
raising [the lower limit of the funds range] to 9 percent either. 
It's purely a cosmetic question. 

MS. TEETERS. I'd like to see the range kept at 8 to 14 
percent. That gives us the maximum amount of range for it. I'd hate 
to signal by raising [the lower limit] that we were tightening policy. 
If it's meaningless, then why do it at this point? I think it will be 
taken as a signal in the market that we did some tightening. 

MR. PARTEE. Technically, it wouldn't be [known to the 
public] until the policy record came out since they never test either 
end of this. 

CHAIRMAN VOLCKER. I think it's virtually inconsequential 
except that somebody is going to read the policy record a month from 
now and see that we raised the lower end of the band by 1 percentage 
point and will wonder what that means, if anything. I'm back to 4, 
6-1/2, and 8-1/2 percent, 8 to 14 percent with a feeling of virtual 
indifference on my part about that, and $750 million. Are we ready to 
vote? 

MR. GRAMLEY. Can we again have some interpretation of this? 
This is almost "B," and I thought we were starting out with some sort 
of compromise between "A" and "B." Plus you were almost willing to 
increase the lower end of the funds rate range and that's even further 
toward "B." And I'm just getting uncomfortable. 

borrowing. All I'm doing is accepting--because I tend to agree with 
it--that the borrowing specifications in the Bluebook are a little low 
based upon what we know now. S o  I'm just adjusting for that. 

CHAIRMAN VOLCKER. I guess you're uncomfortable about the 

MR. AXILROD. When you asked the question, Mr. Chairman, I 
was assuming that $750 million was the midpoint around which there 
could be some variation. With nothing else changed--that is, if the 
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paths were all working about like this--if the funds rate was going up 
very high and if borrowings were $750 million, there would be a 
certain freedom within the very first week on that interpretation such 
that borrowings would be lowered because that would be an indication 
that the demand €or borrowing was not as high as we thought. So I 
think we would be interpreting it along the lines of what you were 
saying, Governor Gramley. 

MR. GRAMLEY. Okay, thank you. That helps me. 

MR. PARTEE. It's really a $700 to $800 million range, or 
something like that. 

MR. AXILROD. Yes. 

MR. PARTEE. That's a better way to think of it 

CHAIRMAN VOLCKER. Ready. 

MR. ALTMA". 
Chairman Volcker 
Vice Chairman Solomon 
Governor Gramley 
President Guffey 
President Morris 
Governor Partee 
Governor Rice 
President Roos 
Governor Schultz 
Governor Teeters 
Governor Wallich 
President Winn 

MR. ALTMA". Eight for, four 

Yes 
Yes 
Yes 
NO 
Yes 
Yes 
Yes 
NO 
Yes 
Yes 
No 
NO 

against, Mr. Chairman 

CHAIRMAN VOLCKER. I suppose we ought to eat, and we're going 
to eat right here. Oh, one quick thing. We need somebody to be 
second in command after Governor Schultz to act on freedom of 
information requests. Governor Coldwell used to do this and we've had 
no alternate since Governor Coldwell left. We have to repair that 
oversight. It has not proved to be a heavy responsibility. Governor 
Partee, who serves in that function for the Board of Governors, has 
agreed to serve in that function for the Open Market Committee, if the 
Committee so agrees. Do I have a motion? 

SPEAKER(?). So moved. 

SPEAKER(?). Seconded. 

CHAIRMAN VOLCKER. Without active dissent, Governor Partee 
will be the alternate. 

MR. ALTMA". Now that that has been accomplished, I might 
say that I have just recently denied a request which is likely to 
provoke an appeal. 

M R .  PARTEE. Well, I'm certainly glad that Governor Schultz 
is here! 
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CHAIRMAN VOLCKER. But that doesn't get to Governor Partee. 
Do you have a question, Peter? 

MR. STERNLIGHT. I may have missed it, but I don't think you 
formally approved the Open Market Desk's [intermeeting] operations. 

CHAIRMAN VOLCKER. Well, we don't want to overlook that 
Without objection they are approved. 

MR. PARTEE. What would happen if we didn't? Is it any good 
for a loss or a gain? 

MR. SCHULTZ. Well, we might have to talk about "Peter who?"! 

END OF MEETING 




